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Effect of Mergers on Marketing, Production, and 
Administrative Problems ' 


By James O. McKINsEy 
James O. McKinsey and Company 


| er subject is a very difficult one to discuss for several reasons: . 

1. There is practically no information on this subject in the literature 
of business management. 

2. Although mergers have taken place in the United States for many 
years, it is only within the last few years that they have been numerous and 
many of these have taken place so recently that we cannot know from ex- 
perience what results they have produced. 

3. It is very difficult to make generalizations with reference to this sub- 

ject because of the variety of conditions which exist in practically every 
merger. 
The more one studies this problem the more one becomes convinced that 
each merger is a distinct and separate problem and that one must think 
in terms of concrete cases if he is to arrive at sound conclusions. Under 
these conditions, the most I can hope to do is to raise certain issues which I 
trust will be of sufficient interest to challenge your thinking on this important 
subject. 


Mergers may be divided into two broad classifications, namely, horizontal 
mergers and vertical mergers. 

A horizontal merger is one that results from the consolidation of two or 
more companies which are engaged in the same type of activities. The 
merger of two companies engaged in the manufacturing and selling of the 


1 Presented before the Illinois Manufacturers’ Cost Association. 


39 








40 THE MANAGEMENT REVIEW 


same or similar types of products or at least selling products to the same 
type of trade would be an example of a horizontal merger. 

A vertical merger is a combination of two or more companies per- 
forming different kinds of activities from the point of view of the manufac. 
turing and selling processes. A merger of a mining company producing lead 
with a company manufacturing and selling paint would be an illustration of 
this type of merger. 

Horizontal mergers may again be classified roughly into: 


1. Those resulting from the combination of two or more companies pro- 
ducing and selling the same or similar types of product which are unbranded 
and which consequently do not have a distinct entity. 

2. Those resulting from the combination of two or more companies 
which produce and sell competing products which are branded and have a dis- 
tinct entity. 

3. Those resulting from the combination of two or more companies 
selling branded products which are supplementary rather than competitive to 
each other. 


An illustration of the first type would be the combination of two or more 
banks. These banks as separate units have sold the same or similar services 
which have no brand identity. One of the principal problems from the sales 
point of view in such a combination is to convince the public that the merged 
organization will be able to render better service than did the separate 
organizations. 

We recently had a merger of two large banks in Chicago. I have been 
interested in reading the advertising of these two organizations, since the 
merger was announced, in which they have presented arguments to the public 
regarding why the new organization can render better service than did the 
separate organizations. It is undoubtedly true that because of the increased 
capitalization and the increased size of the various departments in the new 
organization it will be able to serve some, especially the large customers, to 
better advantage than did the separate units. On the other hand, there is 
considerable question whether the new organization can maintain the same 
personal contact with customers which was maintained by the separate or- 
ganizations and whether some of the smaller customers of each institution 
may not think that their interests may be better served if they are affiliated 
with a smaller bank. Under such circumstances the policy is usually adopted 
of having the officers in each bank who formerly dealt with customers con- 
tinue to deal with these customers after the merger has taken place. This 
is an advantage from the point of view of maintaining customer good-will 
but may result in a heavy overhead cost in maintaining a large number of 
executives. Because of such necessities, many times the anticipated savings 
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from the consolidations do not result for some time after the consolidations 
take place. 

There is also the possibility that the merged organization may not be able 
to provide as varied and flexible service to customers as was provided by the 
separate units. As an organization becomes larger it is necessary for its 
policies to become more definite and its methods and procedures standardized. 
It becomes more difficult to make exceptions to meet individual needs of cus- 
tomers. 

I think of a small publishing company which grew from a very modest 
beginning to a considerable size in a short time due largely to the fact that it 
was able to offer specialized service to its customers. The control was vested 
in the President and he granted authority to give special service to customers 
when he thought it was necessary to secure their business. In later years 
this company was combined with other companies in the publishing business 
and produced and sold a variety of text books. Because of this increase in 
size, it became impossible to make as many exceptions to general policy as had 
been made formerly. For example, it was found to be inexpedient to vary a 
rather rigid production program in order to prepare special material for a 
customer who wanted something distinctive from standard stock. As a result 
this company lost a large number of the customers which it formerly served. 
It is true that because of its increase in size many new customers were obtained 
but there was a very considerable change in customers in a period of a few 
years. This condition is likely to exist in any case where a small company 
becomes a part of a large organization which must of necessity become more 
standardized if it is to be efficient. 


Persuading Customers to Patronize Different Locality 


Another problem which may arise in the case of a merger of this type 
is the difficulty of persuading customers to change from one place of business 
to another if by the consolidation it is necessary to concentrate the activities 
of the various merged companies. The importance of this problem depends 
upon the nature of the product and service rendered by the company and 
whether it is necessary for the customer to come to the place of business or 
whether he is served by the representatives of the company. 

An illustration of the second type of horizontal merger would be the con- 
solidation of two packing companies with branded products which had been 
advertised and sold under a distinctive brand. In a case of this kind a num- 
ber of interesting problems arise. The first question is whether the new or- 
ganization should continue to sell the branded products of both companies or 
should concentrate on one brand. Experience has shown that if one or more 
brands are discontinued, it is not possible to transfer all of the previous cus- 
tomers for the discontinued brands to the brand continued. Usually during 
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the period of transition competitors will succeed in securing some of the 
former customers of the discontinued brand. The new company must decide 
therefore, whether the advantages of selling one brand compensates them “ 
the loss of customers which inevitably results from the discontinuing of one 
or more brands. 

If it is decided to continue to sell the brands of both companies, it jg 
then necessary to decide whether they should be sold by one sales organiza. 
tion or by separate sales organizations. If the brands have previously been 
competitive it is usually somewhat difficult to secure effective selling of both 
brands by the same sales organization. It is difficult for the salesman of one 
brand to become equally enthusiastic about the other brand. One method of 
overcoming this objection is to maintain separate sales organizations and even, 
in some cases, to maintain a separate administrative organization for each 
company. This method is being followed effectively in some of the automo- 
bile companies by selling products appealing to different types of people at 
different prices. 

It is somewhat more difficult to follow this plan if the products of both 
of the merged organizations are produced at the same cost and are supposed 
to be sold at the same prices. In this case if separate sales organizations are 
maintained very often an undesirable competitive situation arises. 

An illustration of the third type of horizontal merger which we men- 
tioned would be the union of two or more companies selling office appliances 
such as typewriters, adding machines, addressograph equipment, and filing 
equipment. These products are supplementary to each other rather than com- 
petitive to each other. The principal sales problem which arises in this case 
is whether the same salesmen should sell all of these products or whether 
there should be a separate sales organization for each product. 

There has been a tendency in the past to believe that sales expenses can 
be reduced by increasing the number of products which a salesman sells. My 
experience leads me to believe that although this may be possible, serious con- 
sideration should be given to the possible decrease in efficiency resulting from 
this plan. Very often it is found that salesmen who have been quite efficient 
in selling specialties are far from being as efficient when asked to sell a num- 
ber of different products. As a consequence, I have some doubts concerning 
the results which will be obtained from some of the mergers which have taken 
place in recent years of companies selling different lines of product. 


Production Problems Resulting From Mergers 


The nature of the production problems which result from these mergers 
depends to a very large degree upon the peculiar conditions which exist in 
each case. The simplest case is the one which arises from the consolidation 
of two companies producing the same product where the production activ- 
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ities can be concentrated in fewer production units than were used by the 
separate companies. By this means it is often possible to reduce materially 
the overhead expense and this is one of the most important arguments for 
the merger of such companies. 

We are all aware that in most lines of industry there has been an excess 
of production capacity during recent years. Many companies constructed 
plant facilities during the war period which were far in excess of their needs 
after the conclusion of the boom years during and immediately after the war. 
Some benefits have been obtained by combining the production activities of 
the merged companies into fewer units and making other use of the produc- 
tion units not needed by the company in the manufacture of its product. This 
result can be obtained, of course, only when the unused plants can be dis- 
posed of, used for other purposes, or greater savings can be made from the 
concentration of production activities than the loss resulting from the carry- 
ing charges of the unused plants. 

Of course, combinations of this kind sometimes produce another result; 
namely, the restriction of production output and consequently the reduction 
of competition in the sales field. This plan was resorted to in the pre-volstead 
days by some of the distilling companies. By merging the producing com- 
panies and restricting output it was possible in some cases to increase prices. 


Reducing Distribution Costs 


Sometimes companies are merged which have production facilities located 
in different sales territories and by combination it is possible for the new 
company to produce goods nearer the place of sale and consequently reduce 
distribution costs. 

These are only a few of the production problems which may arise and 
benefits which may result from mergers of this type. 

In the case of vertical mergers, the primary purpose is either to secure 
control of raw material or piece parts or to obtain control of sales outlets. 

Most mergers of this type have been made for the first prirpose ; namely, 
to secure control of sources of supply. It is usually contended that such mer- 
gers will enable the original company to secure the product which it formerly 
bought at a better price by eliminating the profit of the producing company. 
This may be true in many cases but here again careful consideration should 
be given to certain reasons why such results may not be secured. We all 
know that many large companies are able to secure their requirements by 
buying from a number of small companies at prices which are less than the 
total cost of the product to the producing companies. If the producing com- 
panies have unused capacity, they may sell a certain part of their product in 
large quantities to large customers at prices somewhat less than the total cost 
of production so long as they secure from such sale part of the overhead 
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which would otherwise hav e to be borne by the remainder of their product 
which is sold to smaller customers. The consuming company which secures 
control of such units and attempts to operate them entirely for its own prod- 
uct may find that the cost is larger than the former purchase price. 

Just now some of the chain store organizations are purchasing units to 
produce some of the product which they have previously bought. I would 
not be surprised if some of them find that they do not secure by this means 
the savings which they anticipate. We all know that many manufacturing 
companies have sold part of their product to chain stores at very low prices, 
in fact, at prices at which they could not possibly sell all of the production 
of their plants. 

There are, of course, some compensating benefits in controlling the 
sources of supply since it enables the selling organization to control the 
quality of merchandise and also assures it a constant source of supply. 


Effect on Administrative Problems 


The first effect of a merger from an administrative point of view is an 
oversupply of executives. Sometimes this produces a desirable situation 
since it enables the management to dispose of some of the executives who are 
not so efficient and to retain those who are considered most desirable. In 
other cases, it is somewhat difficult to determine which executives should be 
eliminated from the organization without affecting the efficiency and morale 
of the new company. Frequently the method is to discharge the executives 
receiving the largest salary and retain those receiving the smallest salaries. 
This may be an easy solution of this problem but does not necessarily pro- 
duce a satisfactory result. Of course, in some cases, one of the primary 
benefits of a merger is the securing of capable management which may have 
been lacking in part in the separate companies. 

Another important administrative problem which arises as a result of a 
merger is the securing of executives who are capable of handling the admin- 
istrative problems of the merged units. It is a well known fact that execu- 
tives can only be developed gradually. We all know that it is the excep- 
tional man who can be as efficient in handling a large business as he is in 
handling a small business if his transition from one position to the other is 
made instantaneously. 

Another important problem which arises in mergers is the development 
of a proper esprit de corps among the employees of the new organization. 
There is also the problem of maintaining the same spirit of aggressive- 
ness and initiative on the part of the executives in the new organization which 
existed in the separate units. In many cases an executive who has held a 
major position in one of the original companies finds himself holding a posi- 
tion which he considers of less importance in the new organization. For ex- 
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ample, in the separate company he may have been a major executive report- 
ing direct to the chief executive while in the new organization he finds two 
or three executives intervening between himself and the major executive. Be- 
cause of this condition, he may be inclined to become what one executive de- 
scribes as a “bureaucrat”; namely, an executive who considers that his 
primary function is to serve as a means by which reports are passed up to 
superiors and orders are passed down to subordinates. 


The Effect on Buying and Selling Problems 


The effect of mergers upon the business organizations dealing with the 
companies merged is another phase of this problem. Buying and selling 
problems may both be affected by the merger of companies with which you 
are now dealing. Especially in the sales field the tendency towards mergers 
and consequently the developing of larger purchasing units is creating some 
very important sales problems. All companies who sell their products in 
the field where chain stores have developed in the last few years can recog- 
nize the significance of this problem. I know of many cases where com- 
panies have lost a very substantial amount of their sales volume because com- 
panies to whom they formerly sold:have merged with companies which had 
other sales connections. As a result of this tendency towards the concentra- 
tion of buying power it is necessary for us to give serious consideration to 
our methods of distributing and the type of sales organization we need. 

I emphatically do not wish to convey the impression that I do not believe 
much benefit may be gained from mergers or that in many cases mergers are 
not beneficial. I think there is no doubt that we will continue to have many 
mergers in the future. I do wish to emphasize the thought that we should 
not consider mergers as a solution to our problems in all cases. Many mer- 
gers have taken place during the last few years because of the desire on the 
part of promoters and investment bankers to secure profits as a result of these 
mergers. I do not criticize in any way these gentlemen for seeking to make 
legitimate profits from this source but I do believe that those of us who are 
interested in companies which it is proposed to merge into larger units should 
give serious consideration to all of the problems which may result from such 
a consolidation. 


Other Effects of Mergers 


It may seem that I have discussed the difficulties arising from such mer- 
gers rather than the advantages which may result but it is only because I am 
sure that most people have already been told the advantages many times by 
those who are promoting these mergers and that a more useful purpose can be 
served by emphasizing some of the difficulties. Mergers, of course, may re- 
sult in decreasing competition, reducing overhead, and promoting efficiency 
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through specialization. These benefits may and often do result from mergers 
but we should not assume that they will result necessarily from a merger until 
we have given careful thought to each concrete case. 

There is one important benefit which may result from mergers to which 
I think far too little attention has been given and that is the possibility of the 
new organization’s being able to provide economically adequate staff services, 
For example, the larger organization may be able to provide economically for 
adequate research work and the results of this work may give it a distinct 
advantage over smaller competitors. The extent to which this has been done 
in such companies as the General Motors Corporation, and the American 
Telephone and Telegraph Company is known to all of you. More and more 
success in business is the result of knowledge rather than unusual situations 
or individual shrewdness. Of course, excessive overhead can be created by 
carrying such work to an extreme but I am inclined to believe the “point of 
diminishing returns” is not reached in this field as quickly as it is in the 
routine activities of business. 

I believe that benefit will result from pointing out some of the difficulties 
which will arise from mergers if for no other reason than that it will prevent 
us from becoming too enthusiastic about the possibilities of mergers and asa 
consequence help to promote so many of them that a reaction will take place. 
The history of industry in the United States clearly shows that we are very 
much inclined to go to extremes when any particular plan of organization or 
method of management becomes popular. We can all remember the days 
when so-called scientific management was promoted by its ardent exponents. 
As a result of this propaganda many companies installed more complex 
methods of management than were necessary for their use and later there was 
an undesirable reaction against scientific methods which was not overcome for 
many years. In the same way, we had the period when the cost accountant 
reigned supreme and later on when the efficiency expert was thought to be 
the solution of all of our business problems. 

It is well for us to realize that business administration must deal with 
numerous and complex problems for which there is no one standard solution. 
There are certain general principles which have wide application but these 
must be applied with judgment to each concrete case. After all judgment 
of capable and experienced executives based on adequate information is the 
only method of solving business problems. I suggest, therefore, in conclu- 
sion that everyone who may be at any time considering the possibility of a 
merger attempt to analyze the various problems which may result, in a careful 
way gather all the facts possible and then exercise judgment concerning the 
benefits of the merger instead of depending upon the forecasts of those who 
may be entirely sincere and yet biased in their opinions. 








GENERAL MANAGEMENT 


Eleven Significant Trends of 1928 

The most significant developments of the 
year just come to a close arc as follows: 
1. Great progress has been made in the 
continuing effort to stabilize prosperity 
through scientific management and increas- 
ing technical efficiency. 2. The growth of 
speculation to its present wide extent has 
linked Wall Street and Main Street to an 
undreamed of degree. 3. Corporation 
financing has turned increasingly to stocks, 
after a long period of confinement to 
bonds. 4. The developments in mass dis- 
tribution and mass merchandising have been 
nothing short of phenomenal. 5. Further 
growth of the investment trust. 6. The 
rise of the modern industrial institute. 7. 
The defeat of several ambitious schemes 
for the control of the price of a commod- 
ity. 8. The death knell of the old Demo- 
cratic bogey, “Tariff for revenue only.” 
9, The merger fashion. 10. Our growing 
air-mindedness, dated from Lindbergh’s 
flight. 11. A marked improvement in the 
financial stability of the world and in the 
volume of trade. By Lawrence Dale. 
Commerce and Finance, December 26, 1928, 
p. 2737 :1. 


Sound Management 


What are the earmarks of sound man- 
agement? The primary criterion of sound 
management is advancement in the tech- 
nical and general aspects of the business. 
This is usually accomplished by means of 
research and by the rapid adoption of bet- 
ter ideas. Sound management is not to be 
obtained without cost. Not only the chief 
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but subordinate administrators must be ca- 
pable. Exceptional men demand, and re- 
ceive, exceptional rewards. Consequently, 
rates of pay and other methods of re- 
muneration are indicative of the quality of 
men who are recipients. Another indication 
of sound management is good-will, that is, 
the faith in the busines and its product 
entertained by the consuming public. 
Further reflections of the quality of man- 
agement are to be found in the financial 
policies of a concern. One of the best in- 
dications of good financial policy is the sub- 
mission to stockholders of clear and readily 
understood statements at regular intervals, 
quarterly, at least. Last, a worthwhile cri- 
terion of sound management is the exist- 
ence of good banking connections. The 
significance of proper management can 
hardly be too strongly emphasized, for in 
the face of present-day competition, only 
the better-managed concerns can hope to 
succeed. By E. C. Harwood. Barron’s, 
December 24, 1928, p. 5. 


Explanation of the Business Cycle 


In this explanation of the cause of the 
business cycle the author shows that the 
circle of relationship between production 
and consumption is inescapable, that is, that 
only as we (society as a whole) produce 
can we consume. Through the expansion 
of credit we appear to be “making money” 
and what we call “prosperity” is the re- 
sult, but credit can only expand so far, 
and the inevitable reaction sets in, during 
which we lose as much money as we made 
during prosperity. In other words, our 
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“losses” during depression will be equal to 
the amount we inflated or “made” during 
prosperity. Of course this statement ap- 
plies to the sum of our economic activity 
rather than to each individual or firm. One 
person or concern can realize an actual 
gain when considered separately—but only 
at the expense of others. Society can only 
consume what it produces. Credit makes 
possible an artificial condition of prosperity 
during which we appear to be “making” 
more than we are producing, but the 
“losses” in the inevitable reaction offset the 
“gains” of the period of prosperity. Credit, 


then, through alternate expansion and cop. 
traction is responsible for prosperity anq 
depression and only as we abolish credit, 
both bank and mercantile, can we eliminate 
the business cycle. By Joseph E. Shafer. 
The American Economic Review, Decem- 
ber, 1928, p. 617 :12. 


A Year of Many Industrial Mergers 


Some of the pros and cons of mergers 
are outlined and a long list of consolida- 
tions and acquisitions in 1928 in the metal 
working field are given. Iron Age, Jan- 
uary 3, 1929, p. 76:3. 


FINANCIAL MANAGEMENT 


The Holding Company 

Of the various forms of consolidated or- 
ganization, the holding company has be- 
come the most generally recognized, the 
usual form being the corporation legally 
organized to hold the controlling stocks in 
other concerns in its treasury for the pur- 
pose of control. The advantages claimed 
for the holding company are that the single 
controlling organization can exert a more 
efficient and economical management than 
can the individual companies operating in- 
dependently; that a high degree of tech- 
nical skill can be made available to sub- 
sidiaries at a comparatively low cost to 
each by the parent company; that the par- 
ent company is in a more favorable position 
to deal with customers than are the sub- 
sidiary companies. 

In case of the holding company, pyra- 
miding of control is possible in the follow- 
ing manner : 

The number of common shares of the 
operating subsidiaries necessary for con- 
trol is purchased by the holding company. 
With this stock in its treasury or in the 
hands of a trustee as security, the hold- 
ing company usually issues debenture or 
collateral trust bonds and preferred and 
common stock. Often the stock of the 


holding company is offered in exchange 
for the stock of the subsidiaries. Con- 
trolling stock in this first holding com- 
pany may be purchased by a second hold- 
ing company, in turn the controlling stock 
in this second holding company may be 
purchased by a third and so on until con- 
trol is pyramided in some cases as many as 
six or seven times, with absolute control 
of the operating subsidiaries in the hands 
of the top corporation. The danger is 
that each holding corporation in the series 
magnifies still further the effect of fluc- 
tuations in earnings of the operating com- 
panies. During periods of prosperity the 
equities in the parent company profit 
greatly, but in times of depression the re- 
verse is true. In some cases a 17 per cent 
to 20 per cent decline in the net earnings 
of the operating subsidiaries would entirely 
eliminate all earnings of the parent com- 
pany applicable to interest on their bonds 
and the payment of dividends on their pre- 
ferred and common stock. Some Bond 
Suggestions, January 2, 1929, p. 1:3. 


Valuable Study of Corporation Ratios 

A table shows corporation ratios for 1927 
in textiles, foodstuffs, metals, leather, lum- 
ber, miscellaneous, under such headings as 
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ratio of quick assets to quick debt, profits 
on sales expressed as a percentage, profits 
on net worth expressed as a percentage, 
profits on working capital expressed as a 
percentage, turnover of working capital, 
collection period, turnover of inventory. 
This is an excellent opportunity to check 
ones own business with others in the same 
lines of activity. Ratios were compiled by 
the National Credit Office, and were based 
upon 1927 corporation statements. Babson’s 
Reports, December 31, 1928, p. 4. 


How to Make Trust Departments More 
Efficient and Profitable 


This article explains the form of organ- 
ization adaptable to small or large volume 
of business and includes a model or basic 
chart which indicates the classification of 
functions upon which the organization of 
a trust department should be based in order 
that it may expand naturally and automatic- 
ally. By Ralph Stone. Trust Companies, 
November, 1928, p. 591 :7. 


Credit Conditions and Reserve Policy 


The Federal Reserve System facilitated 
gold exportation by lowering its redis- 
count rate on August 5, 1927, to 3%4 per 
cent whereupon there followed a gold 
movement which has to date reduced our 
stock some $500,000,000. Inasmuch as the 
demand for credit has not fallen in pro- 
portion to our loss of gold, and since the 
Federal Reserve banks have not been in 
favor of extending credit through addi- 
tional purchases of government bonds or 
bankers’ acceptances, either of which meth- 
ods would have increased the volume of 
funds in circulation without cost to mem- 
ber banks or to borrowers, the member 
banks have been forced to expand credit 
by further rediscounts, that is, member 
bank borrowings from Reserve banks. But 
for some reason not yet explained, in the 
early part of 1928 the Reserve banks be- 
came alarmed over the increased use of 
credit for speculative purposes, as evi- 
denced by the growth of brokers’ loans, 


and proceeded to raise the rediscount rate 
by successive stages to the prevailing high 
level of 5 per cent. Money rates in gen- 
eral rose in response. The Federal Re- 
serve System, then, by forcing the banks 
as an offset to gold imports to rediscount 
at the high level of 5 per cent., is responsi- 
ble for the present high money rates. 

What will happen in 1929 appears to de- 
pend neither upon the security markets 
nor upon brokers’ loan totals, but rather 
upon the movement of gold and the Fed- 
eral Reserve policy. If the Federal Re- 
serve banks insist that increased Federal 
Reserve credit be supplied through addi- 
tional rediscounts, the whole credit situa- 
tion may become so serious as vitally to 
disturb commerce and industry, provided, 
of course, the rediscount rate is kept at the 
current high level. On the other hand, if 
the Federal Reserve System decides to sup- 
ply credit by buying more government 
securities and acceptances, the present 
money tension can be relieved and con- 
tinuation of favorable rates to business 
and the legitimate flotation of securities 
will be assured. Barron’s, December 31, 
1928, p. 22. 


Sales Cost Study Fails to Progress 


In the effort to place business on a scien- 
tific plane, one of its most important 
phases—sales cost accounting—has been 
neglected. Operating costs are not suf- 
ficient in themselves to afford the control 
necessary to sales management. Discus- 
sion of possible methods of allocating ex- 
pense to sales will doubtless provoke just 
as much disagreement as was brought about 
by allocating manufacturing expense to 
products. Prorating expense in propor- 
tion to sales is apt to produce misleading 
results. Better results could be obtained 
by taking into consideration relative num- 
ber of customers, number of orders and 
number of items, besides relative sales value 
in allocating salesmen’s salaries and travel- 
ling expenses. American business is over- 
burdened by small orders, a great propor- 
tion of which are taken at a loss. The 
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sales department should be divided into 
logical operating divisions, each with its 
classified list of expenses subject to scrut- 
iny by its operating head. New York 
Times, Dec. 16, 1928, p. 20 N. 


Control Reports and Budgets Cut Cost 


Methods that have been successfully ap- 
plied to regulate production and hold down 
costs in the Western Electric Hawthorne 
plant. Forms show: the weekly results re- 


OFFICE MANAGEMENT 


port (one of the most important records 
from a control standpoint) ; the operating 
conditions report; the operator’s prodyc- 
tion and efficiency report; analysis of 
shrinkage (used when spoilage amounts to 
$50.00 on any one item); comparison of 
labor costs with average costs of previous 
year; and a budget report giving an analy- 
sis of actual weekly expenditures chargeable 
to expense. By. W. L. Denny. Manufac- 
turing Industries, Dec., 1928, p. 583:6, 


Organization: Job Analysis, Employment, Pay, Tests 


Modern Industrial Administration 

So great is the tendency for office work 
to grow, that its cost is a serious anxiety to 
the majority of firms. It is not necessarily 
a bad sign that incessant watch should be 
kept on office expenses. It is, in fact, a 
feature of the best industrial administra- 
tion that every expense is kept continu- 
ously under review. What is less satis- 
factory is that there is a common tendency 
to shirk consideration of the office problem 
as a whole, lest a case for drastic reor- 
ganization should be established. 

In reorganizing their sales office, Messrs. 
Rowntree & Co., Ltd., evolved a committee 
of investigation which took over the re- 
sponsibility of putting into effective action 


its Own recommendations when approved 
by the Board of Directors. The committee 
did not dissolve until the new arrangements 
were through the trial stage and properly 
established. This plan enabled the Board 
to make the ruling that while any new ar- 
rangements had to be proved in practice, 
they were in no other sense experimental, 
and that opposition would not be allowed 
to interfere with the completion of the 
programme. Anyo e familiar with the task 
of reorganization will recognize how fun- 
damental this attitude is if success is to be 
achieved in reasonable time. The final 
balance sheet of the reorganization showed 
a definite saving in expenses. The Secre- 
tary, December, 1928, p. 722 :2. 


Records: Forms, Charts, Cards, Files, Statistics 


Twenty-one Reasons for Stock Control 

The cost of stock records must be bal- 
anced against what it will produce. The 
first step is a thorough consideration of 
the purposes to be served by an efficiently 
kept stock control. Some of these are: 
1. To furnish daily information of the de- 
mand for an article. 2. To anticipate sea- 
sonal changes. 3. To have the proper as- 
sortment of merchandise on hand at the 
right time for prompt shipments. 4. To 
reduce the amount of returned merchandise. 


5. To detect changes in customer buying. 
6. To reduce fixed charges through mini- 
mum stocks. 7. To take advantage of 
market changes. 8. To avoid deterioration 
through the inability to identify older 
stocks and ship accordingly. 9. To furnish 
data for the study of the line. 10. To 
protect stocks against pilferage and waste. 
11. To supply a proper basis for taking 
partial, periodic, physical inventories. 12. 
To provide adequate information for the 
sales department concerning stocks on hand. 
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13. To aid in the control of color variation. 
14. To disclose the existence of broken 
lots and keep them at a minimum. 15. To 
establish the principle of personal account- 
ability. 16. To provide data for setting 
minimum stocks and minimum purchasing 
quantities on merchandise. 17. To cut 
down the cost of factory operations. 18. 
To remove some of the mystery of busi- 
ness. 19. To emphasize the value of care 
and accuracy in the storage and handling 
of merchandise. 20. To build confidence 
through the detection of errors in filling 
orders. 21. To establish in the mind of 
every employee the same esteem for mer- 
chandise as for cash. Bell Management 
Engineering Data Sheets, January, 1929. 
4 pages. 


Quicker Collections with Less Grief 


In a well managed business high speed 
collections are based on sound credit ap- 
praisal; the coordination of sales and credit 
department work; prompt, regular, and un- 


wavering follow-up of each debtor. All 
bills and statements should go out on time; 
due dates are closely watched, and over- 
due accounts attract immediate attention. 
The first follow-ups are firm, but no at- 
tempt is made to conceal the fact that they 
are forms. Further follow-ups may be in- 
dividually prepared. Report 6. The Ham- 
mermill Survey of Business Practice. 14 
pages. 


Paper Standardization 


Ways in which standardization of paper 
will aid in securing economical and satis- 
factory printing are listed and discussed. 
Considerable savings can be made by: using 
one paper for all jobs of a similar nature; 
confining specifications to standard lines of 
papers; using a suitable paper for each job. 
A paper questionnaire used in analyzing 
existing forms for the purpose of stan- 
dardizing is given. By G. A. Drieu. Pro- 
ceedings of the Life Office Managers As- 
sociation, p. 213 :12. 


PRODUCTION MANAGEMENT 


General: Promotion, Organization, Policy, Development 


Keeping Machines and Power on the 
Job 

Without interrupting production 2,800 
machines were moved in one year and 1,000 
improvements in equipment were made dur- 
ing two weeks by the well organized plant 
engineering department of the Cadillac 
Motor Car Company. The janitor work is 
done on a gang bonus wage payment plan. 
By H. A. Zannoth. Manufacturing In- 
dustries, January, 1929, p. 27:4. 


Cutting Costs of Maintenance Depart- 
ment Through the Application of 
Scientific Management 


A definite plan must be developed to 
manaj‘e a maintenance department prop- 
erly. The plan should consist of a proper 
organization, and a satisfactory scheme for 
cost control. With these two factors func- 


tioning the operation of the maintenance 
division becomes a smooth running ma- 
chine. Further, the construction work 
necessary in industrials should be combined 
with maintenance. It is essential that the 
maintenance engineer be alert as to the 
costs of the various projects for which he 
is responsible, that he be in a position to 
Icwer costs of maintenance each year 
through better management and by taking 
advantage of the improved development of 
equipment, machinery and materials. By 
R. R. Rees. The Society of Industrial 
Engineers Bulletin, November, 1928, p. 3:9. 


Produce—But Be Ready to Change 


The president of the Otis Steel Company 
discusses mass production and says that 
the real menace of the machine is to capital 
and not to labor. The problem is how to 
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sell enough of an unchanging product to 
liquidate the investment in an elaborate 
automatic machine. The progressive man- 
ufacturer will determine whether an ex- 
penditure would not be better invested in 
wages if labor and semi-automatic ma- 
chinery can equal the production of the 
automatic machine. Perhaps more money 
will be spent on wages, but this will be 
balanced by the lower machine investment. 
Wages cannct be regarded merely as items 


of cost, but as an investment in national 
buying power. The trend today is toward 
decentralization and smaller units, which 
are more flexible. In many instances, cop- 
tinuous processes have been installed with 
full knowledge that their economic produc. 
tion minimum was far above the average 
order. This accounts for much of the oyer- 
production that increases distribution costs, 
By E. J. Kulas. Nation’s Business, Janu- 
ary, 1929, p. 35:3. 


Employee Service: Hygiene, Recreation, Lunch Rooms, Stores, Safety 


Organization and Conduct of a Plant 
Medical Department 

Every industry large enough should have 
one physician who devotes his entire time 
to the company. One of the first essentials 
of a plant medical department is an ade- 
quate follow-up system. It should also be 
equipped to make a thorough study of any 
case requiring treatment. That is, it should 
have a small laboratory where blood counts 
can be done; an X-ray laboratory where 
X-rays of teeth and chest may be readily 
available. As a general rule it should be 
the policy of the medical department to 
examine all persons who have been absent 
for more than three weeks. In the East- 
man Kodak Company when such persons 
return to work routine chest X-rays are 
made and the findings are frequently il- 
luminating. Medical departments, in ad- 
dition to the aid which they may give in- 
dividuals in the plant, should promote co- 


Plant: 


Profits from the Lighting Investment 

A study of several installations shows an 
average increase of 12 per cent in produc- 
tion at a lighting cost of less than 2 per 
cent of the payroll. The illuminating en- 
gineer of the Southern Public Utilities 
Company analyzes the cost of light to in- 
clude: fixed charges, including interest on 
the investment in lighting equipment, de- 
preciation, insurance, and taxes; mainte- 


operation with other departments, particu- 
larly the safety department. By Benjamin 
J. Slater, M.D. National Safety News, 
January, 1929, p. 21:2. 


Business Luncheons and Why 


Several organizations which encourage 
the formation of conference groups have 
found that luncheons are great time-savers, 
To talk over a problem at lunch means to 
give it detached thought and also protects 
the necessary office routine from invasion 
by unexpected discussion. The luncheon 
room on the premises has many advantages. 
It is important that the furnishings be ap- 
propriate, with due regard to those to be 
entertained there. There is always some 
danger in too luxurious equipment, in fact, 
many captains of industry pride themselves 
on the simplicity of their surroundings. By 
Eleanor Gilbert. The Office Economist, 
January, 1929, p. 3:3. 


Location, Lighting, Heating, Ventilation 


nance, including labor and materials for 
cleaning, repairs and replacement of lamps; 
cost of electric energy. By Roy A. Palmer. 
Manufacturing Industries, January, 1929, 
p. 37:4. 


Light As a Factor in Production 
Adequate and uniform intensity of illum- 
ination without glare is necessary if the op- 
erator is to perform his duties with speed, 
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accuracy, comfort and safety. Estimates 
furnished from insurance reports attribute 
15 per cent of all industrial accidents to 
defects in lighting. Progressive executives 
are giving consideration to the safety of 
their employees, the question of labor turn- 


Employment: 


Employment Becoming More Stable 

An interview with A. H. Young develops 
that labor released by mechanization is be- 
ing absorbed, that skilled workmen are 
scarce, that labor turnover is the smallest 
in history and that group insurance shows 
a marked gain. Mr. Young favors the 
proposed legislation providing for more 
complete government statistics on employ- 
ment and the creation of a national system 
of employment offices. Nearly every coun- 
try of industrial importance has such a 
clearing house. Iron Age, January 3, 1929, 
p. 68:2. 


5 Days for Workers; 6 Days for 
Machines 


The Ford Motor Company will continue 
the five-day week, but will operate on the 
six-day basis. An additional 30,000 em- 
ployees will be needed under the new plan. 
The company will assign six men to five 
jobs to provide for two rest days for each 
employee. The five-day week has been in 
operation since 1926. American Federation 
of Labor. Weekly News Service, Janu- 
ary 5, 1929. 


Abolishing a Definite Age Limit in 
Employment 

An attempt, which is proving successful, 
is being made in Pennsylvania to induce 
employers to agree to lift the age limit in 
the employment of workers. The campaign 
is being conducted by the bureau of em- 
ployment of the Pennsylvania Department 
of Labor and Industry, which has secured 
the registration of about 2,000 firms that 
will not bar men from employment on ac- 
count of age when they are physically and 


over, the general health of those under 
their supervision, and to spoilage. The 
question of adequate lighting may be a 
factor in these problems. By C. C. Mun- 
roe and H. A. Cook. American Machinist, 
January 10, 1929, p. 58:3. 


Classification, Selection, Tests, Turnover 


mentally able to meet the requirements of 
the positions for which their services may 
be required. Each day the names of addi- 
tional employers are being received from 
all parts of Pennsylvania, giving assurance 
that they will not bar men from employ- 
ment on account of age but will hire men 
solely upon the basis of physical and men- 
tal fitness. Monthly Labor Review, De- 
cember, 1928, p. 93:1. 


Public Exchanges for Labor Being 
Developed Abroad 


Twenty-three foreign countries now 
have a nation-wide system of employment 
exchanges, the best developed systems of 
which are said to be found in Czecho- 
slovakia, Great Britain, Denmark, Ger- 
many and Norway. In a well-functioning 
modern labor exchange, up-to-date business 
methods are applied, such as soliciting busi- 
ness by canvassing, advertisement and pub- 
licity, visiting employees and observing 
closely applicants for work. To each labor 
exchange is attached a joint committee con- 
sisting of equal representatives of em- 
ployees and employers under a chairman 
appointed by the government. This com- 
mittee assists, advises and directs the ac- 
tivities of the exchange. U. S. Daily, 
December 27, 1928. pp. 1 and 10. 


Employers’ Plan for Helping Dismissed 
Workers 


An attempt to deal with the problem of 
redundant labor has recently been made 
by an English firm of manufacturers, 
Rowntree and Co., Ltd. The firm decided 
that the staff should be reduced by about 
100 men classed as unskilled. Instead of 
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following the usual practice of dismissing 
the men and leaving them to apply to the 
employment exchanges for new jobs, the 
firm has offered to contribute two pounds 
a week for twelve months in respect of all 
men so dismissed to anyone who will em- 
ploy them at not less than 55 shillings a 
week, with the prospect of a permanency. 
Industrial and Labour Information, De- 
cember 17, 1928, p. 365. 


Women in Industry 


Results of a study of management’s 
preferences between sexes for work which 
can be performed by both, and its attitude 
toward the employment of married women. 
The proportion of women in Ohio who 
either support themselves or contribute 
toward the support of their families has 
apparently been gradually but steadily in- 
creasing—3 per cent in 12 years. Where 
they are capable of doinig the same work 
as men, women seem to have a practically 
equal opportunity for employment. Com- 
paratively few companies have taken a 
definite stand against employment of mar- 
ried women. A table shows the percentage 
distribution, by marital condition, of gain- 
fully employed women. The N. I. C. B. 
Service Letter, November 25, 1928. 


Condition of Women in Industry 


The Women’s Bureau of the Department 
of Labor has completed a survey of wo- 
men in manufacturing industries, made to 
discover how and to what extent women are 
fitting into American industrial life, how 


Training and Education: Schools, 
Publications, Bulletin Boards. 


Management Training for Engineers 

In the history of business, those who 
have been concerned with the management 
of the actual operations have come from 
various sources. Today, the dominant 
types of executives come from those trained 
in law, in banking, in engineering or those 
with successful experience in selling. The 


necessary such employment is for these 
women, what it means to them and to their 
families, and how much of their time ang 
strength is given to industry. Approxi- 
mately 2,100 immigrant women in Philadel- 
phia and the Lehigh Valley were inter. 
viev-ed and one in five only were found to 
be citizens of the United States. Half 
the women had worked on farms in the 
countries from which they came. U, §. 
Daily, December 12, 1928, p. 1. 


Plans for Relief of Unemployment 
Offered to Senate 


Unemployment is merely a symptom of 
a lot of complex situations that arise in 
other business problems. It is not to be 
approached directly but rather as an inci- 
dent to these problems. These sentiments 
were recently expressed by Sam A. Lew- 
isohn to the Senate Committee on Educa- 
tion and Labor. Before the same Com- 
mittee, Henry Dennison outlined the three 
principal causes of unemployment and 
methods of alleviation. Transitional un- 
employment can be reduced to the point 
where it almost ceases to be a problem, ac- 
cording to Mr. Dennison, who recommends 
more efficient and careful exchanges of em- 
ployment. Regularization measures can 
reduce seasonal unemployment, and budget- 
ing and planning ahead helps place a busi- 
ness on a regularized basis. Control dur- 
ing prosperity rather than overexpansion 
was advocated by Mr. Dennison as essential 
in efforts to solve the unemployment prob- 
lem arising from depression. U. S. Daily, 
December 13, 1928. 


Libraries, Apprenticeship, Employee 


specialized executives more and more be- 
come the general managing executives. The 
specialist seems to be leaving his special- 
ities behind. Even those executives who 
are concerned with some specific phase of 
their business, often have to give up tech- 
nical practice, and become more and more 
involved in purely administrative functions, 
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The engineer gives up the slide rule and 
the blueprint for the control board and 
the sales map. 

It has been said in the last few years 
that the biggest economic problem of today 
is distribution. But this is an error. The 
biggest problem is stil! efficient production, 
and will be for many years to come. For 
this reason the business owner, the investor 
and the banker are turning the management 
of industry over to the engineer, and he 
must be prepared for his new task. By 
0. H. Cheney. The Journal of Engineer- 
ing Education, December, 1928, p. 350:5. 


Introducing the Young Worker Into 
Industry 


The labor manager of Rowntree & Co. 
Ltd, discusses the definite action a firm 
may take in connection with the young 
employees whom it engages. An initiation 
school is effective with talks by prominent 
men and women in the factory world ex- 
plaining customs, procedures, etc., intcr- 
spersed by lantern slides and tours of the 
Works. Continuation classes help to de- 
velop the young worker’s mental powers. 
Vocational tests help to properly place 
the young worker. Definite training 
on actual work, and by an experienced 
teacher is essential. By C. H. Northcott. 
Balliol College, Conference Proceedings, 
p. 43:4. 


Training Courses Adopted in Europe 
to Assist in Relieving 
Unemployment 
Almost all European countries have 
turned their attention to the fact that the 
unemployed workers are largely unskilled. 
Over 50 per cent of these workers are not 
established in any particular trade or ap- 
prenticeship or proper training. The labor 
exchanges in Europe have become in- 
terested in training unskilled workers, and 
while they do not do the actual training, 
they select the “trainees,” watch their 
progress and at the end of the training 
period try to find suitable jobs for them. 
According to the reports of labor ex- 


changes the training of the unskilled un- 
employed workers greatly facilitates the 
finding of jobs for them. In Germany the 
Act of July 16, 1927, makes public labor 
exchanges responsible for vocational guid- 
ance. Labor exchange authorities are rec- 
ommending that training centers in En- 
gland operated as an emergency measure in 
winter be incorporated as a permanent fea- 
ture of the system of public instruction. 
U. S. Daily, December 29, 1928. p. 3. 


Why and How to Train Foremen 


The two main functions of foremanship 
are: getting out the product and handling 
his people. The organization of Foreman’s 
Clubs has met the need for developing 
foremen. These are sometimes formed in 
an individual plant, others are a community 
project. A course in training initiated and 
planned by management can be easily con- 
ducted and be made of real interest and 
benefit to those participating. The Fore- 
man’s Club at Ohio Brass Company has 
been in existence for 10 years, has met reg- 
ularly and has never lacked interesting and 
instructive subject matter. In the begin- 
ning meetings should be conducted by exec- 
utives and should deal with business facts 
and policies of the company. Later meet- 
ings may be conducted by sub-executives 
who explain the workings and policies of 
their departments. Then daily problems 
that arise in the plant may be used as sub- 
ject matter. By A. D. Lynch. Jron Age, 
January 3, 1929. p. 70:2. 


Promote Employees from the Ranks 


The American Rolling Mill policy of 
preparing men for advancement has re- 
sulted in better esprit de corps and lower 
labor turnover. Every man advanced has 
made a close study of the job just ahead 
of him, as a result of practical courses 
offered by the training department. Under 
the Armco system a minimum of interrup- 
tion to normal activities is caused by pro- 
motions. Once a year the company makes 
a labor audit, in which the record of every 
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man is reviewed in conference with his su- 
perior and often with his associates. This 
audit divides men into three classes: those 
making excellent progress, those holding 
their own, and those failing to live up to 
expectations. The remedy for the latter 
class is often to transfer the man to work 


Labor’ Relations: . Collective 


Arbitration 


Workers Have Their Courts in 
New York 

Every employee of the Bush Terminal in 
Brooklyn is entitled to trial before his 
peers. Longshoremen are tried by long- 
shoremen when disputes arise, and factory 
workers by factory workers. Standing 
tribunals take care of all the ordinary 
cases, while a supreme tribunal handles the 


Benefit Systems and Incentives: 


Bargaining, 


for which he is better suited or to point 
out ways in which he can improve his 
standing. 

The policies of the management are in- 
terpreted to the men through a system of 
committees. Iron Age, January 17, 1929, 
p. 204:4. 


Employee Representation, 


exceptional cases. The latter regulates re. 
lations between the different groups, 
Finally, there is always open an ultimate 
appeal to the president of the company if 
the plaintiff or defendant is not satisfied 
that justice has been done. Especially in 
cases affecting discharge or of salary there 
is this recourse. N. Y. Times, Jan. 13, 
1929. 


Group Insurance, Pensions, Vacations, 


Profit Sharing, Wage Plans, Suggestions, Stock Ownership 


A Vitally Important Employee-Benefit 
Plan 

The newly announced employee insur- 
ance and pension plan of the Eastman Ko- 
dak Company became effective January the 
first. The plan, which is explained in de- 
tail, includes a retirement annuity (male 
employees eligible at 65 years of age, 
women employees at 60 years), life insur- 
ance, total and permanent disability bene- 
fits. Babson’s Reports, Management Sup- 
plement, January 14, 1929, p. 4:2. 


Selling Your Plant Policies to Your 
‘ Key Men 

Several years ago there was formed 
within the Northwestern Terra Cotta Co. 
an organization known as the Progress 
Club, composed of the factory foremen, de- 
partment heads and other keymen in the 
company. It has provided the manage- 
ment with an excellent means for putting 
over its general plans, policies and pro- 
grams, and has proved to be a valuable 


point of contact. The company assumes all 
expenses of the club connected with the 
meetings, and pays into the treasury of the 
club two dollars for each member attend- 
ing the monthly dinner. As the club has 
grown in prestige, the requirements for 
membership have become more exacting 
and today it is considered a mark of dis- 
tinction to belong to it. Brick and Clay 
Record, January 15, 1929, p. 94:3. 


Introducing An Incentive Plan 


Experience of the Cincinnati Milling Ma- 
chine Co. with the Dyer Wage Incentive 
System. Management must consider the 
best way to install such a plan, as any 
new method is apt to be resisted until its 
effectiveness is proved. The immediate 
problem is to get the department efficiency 
to the point where the men earn a premium. 
To accomplish this is needed at various 
times leadership, some joshing, perhaps 
some driving, and above all confident as- 
surance. Through the establishment of a 








Gk fet oot at Os ae Le! 





int 
his 


ns, 


s all 
the 
the 
end- 
has 
for 
cting 
dis- 
Clay 


any 
il its 
diate 
iency 
nium. 
rious 
rhaps 
t as- 
of a 








THE MANAGEMENT INDEX 57 


wage incentive system, provided that the 
management creates and leads in a desire 
for progress, it is possible to transform 
an orgamzation hitherto working in a 
habitual routine into a thinking organiza- 
tion. The principal benefits derived from 
such a system are: 

1. Management becomes familiar with 
important details generally overlooked. 

2. The viewpoints of the management 
and of the shop organization are blended 
for the common good and better coopera- 
tion results. 

3. The workmen earn increased wages. 

4, Foremen or supervisors earn larger 
salaries. 

5. The training which the checker gets 
makes him the potential foreman for fu- 
ture needs. 

6. A fixed standard of workmanship is 
established, resulting in a more uniform 
product. 

7. A guide and control for efficiency be- 
comes the tool of the whole organization. 

8. Waste becomes the common foe of 
all. 

9. The true value of time is appreciated. 

10. An organization heretofore leveled 
off by routine becomes a thinking organiza- 
tion. 

ll. New production methods are de- 
veloped. 

12, Constant progress is made toward 
ligher efficiency. 

13. The company earns greater profits. 
By Phillip H. Cone.’ The Iron Age, De- 
cember 13, 1928, p. 1495 :2, 


Adopts Executives’ Bonus 

The South Philadelphia Works of the 
Westinghouse Electric and Manufacturing 
Company has put into effect the “executive 
and keyman bonus” to increase compensa- 
tion to employees for unusual efforts. Paul 
Hecht, assistant to Vice President H. T. 
Herr, says that the plan places in the hands 
of each group of workers the entire re- 
sponsibility of earning the bonus, 

“The matter of salaries has no relation 


to bonus paid, as there will be no change 
in the salary level, and each employee will 
be paid, as heretofore, a salary commensu- 
rate with the position which he fills and 
with the excellence with which he performs 
his assigned duties,’ Mr. Hecht said. “A 
monthly expense allowance has been set 
for each section and department. If the 
actual expense incurred is less than the al- 
lowed expense, a bonus is earned on the 
savings that are realized. These savings, 
or losses, as the case may be, will be 
figured on a monthly basis. One-half of 
the bonus earned each month will be given 
to the head and supervisors of the depart- 
ment earning it, while the balance will be 
credited to a reserve fund which will ac- 
cumulate throughout tne year. This fund 
will be distributed at the end of the year.” 
—N. Y. Times, January 24, 1929. 


Bausch & Lomb to Offer Stock to 
Employees 


The Bausch & Lomb Optical Co. has an- 
nounced a plan whereby employees who 
have been with the company for two years 
or more may purchase stock in the com- 
pany. The plan allows each employee to 
purchase preferred stock equivalent to one 
year’s salary, on the deferred payment 
plan if necessary. This organization has 
been a closed corporation for more than 
75 years. Iron Age, December 20, 1928, 
p. 1607. 


Protective System of Guaranteeing Pay 
Adopted by Cannery 


William P. Hapgood, president of the 
Columbia Conserve Company told the 
Senate Committee on Education and Labor 
that employment protection, guaranteeing 
a fixed salary to employees without deduc- 
tions for periods of no work or sickness 
has proved highly successful in coping 
with labor problems. This plan and a pen- 
sion plan are under control of a group in- 
cluding representatives of the management 
and the employees. U. S. Daily, Decem- 
ber 14, 1928, p. 3. 
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Shop Organization: Planning, Methods, Job Analysis, Standardization, 


Waste 


7,500 All-Steel Toys a Day 


This toy production has solved two 
problems for the Murray Ohio Mig. Co.— 
one was to keep the plant busy during sea- 
sonal lulls in the demand for automobile 
stampings, and the other was to find a use 
for the large quantity of high grade sheet 
scrap that was being bundled and sold at 
a low price. Pressed steel juvenile vehi- 
cles, manufactured as a side line fitted in 
admirably with regard to seasonal peaks. 
The Iron Age, December 27, 1928, p. 1623 :3. 


200% Increase in Production Efficiency 


The vice president and general manager 
of Lehn and Fink describes how they 


Research and Experiment 


The Perils and Profits of Research 

What a discussion of cooperative re- 
search might do for the coal industry. The 
mine owner’s chief objective must be to 
secure either a greater value from his 
product or to discover new uses for it. 
Progress made in other countries and in 
other industries is outlined. An inter- 
national conference will be held in Pitts- 
burgh next November to consider the 
economic aspects of new processes. By 
Thomas S. Baker. Mechanical Engineer- 
ing, November, 1928, p. 823:4. 


worked out a plan for handling the many. 
facture of small runs of a large variety 
of items (cosmetics) on a basis of mass 
production. Diagrams showing old and 
new layout are shown, also pictures of the 
filling, packing and inspection rooms. Spe- 
cial care was taken to have the equipment 
of proper height to eliminate unnecessary 
fatigue, and to arrange the work place in 
such a fashion that motions were reduced 
to a minimum. Without increasing the 
amount of help and floor space the produc- 
tive efficiency of this department was in- 
creased about 200 per cent. By W. H. 
Gesell. Manufacturing Industries, Jan- 
uary, 1929. p. 9:4. 


What Market Research Will Reveal 

Market research will uncover opportu- 
nities to develop sales of established prod- 
ucts, create demands for new lines, elimi- 
nate dead stock, prevent unnecessary ex- 
penditure for equipment, coordinate de- 
partmental activities. In the metal indus- 
try companies which have embarked upon 
a market research program have in nearly 
every instance, based upon results obtained, 
extended the department. By C. H. Mac- 
Donald. Jron Age, January 3, 1929, 
p. 67:1. 


MARKETING MANAGEMENT 


The Wholesaler As I See Him 

The president of the Electric Hose and 
Rubber Company tells his experience with 
wholesalers and outlines their failings: no 
follow-up of business secured by the man- 
ufacturer’s men, substitution of goods of 
other manufacturers when one brand was 
specifically called for, inadequate stocks, 
failure to solicit orders for manufacturer’s 


products, and others. The majority of 
wholesalers are doing too much jobbing and 
not enough merchandising. There is an 
unhealthy scrambling for unwarranted dis- 
counts. The success of wholesaling de- 
pends not upon selling individual orders at 
any price they will bring, but upon what 
happens to the goods after they are passed 
along in the channel of distribution. The 
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wholesaler who survives will develop an 
aggressive, creative sales force, will carry 
representative and standard merchandise 
and will conduct his business on a basis of 
fair profits. By C. D. Garretson, Nation’s 
Business, January, 1929, p. 18:3. 


Marketing Problems of 1929 


The marketing problems of a manufac- 
turer of resale goods are discussed in these 
classes: the industry, company policies, or- 
ganization and method, field activities, re- 
lations with outlets and the maker of style 
products. In the matter of simplification, 
most companies have not scratched the sur- 
face, because they lack the research staffs 
and the courage to tackle a problem which 
apparently will antagonize both their sales 
staffs and many of their customers. There 
are the brand problems, retail price main- 
tenance, and the problem of secondary 
lines. Marketing should have the same 
banking support that production has long 
had. Some marketing managers have prob- 
lems because they will not interest them- 
selves in commercial or marketing research. 
Many business managers are studying the 
value of a new function called merchandis- 
ing. What constitutes a proper sales ter- 
ritory? Knowing the cost of selling vari- 
ous items is necessary. There is the ever 
present problem of compensation, the ques- 
tionable value of missionary salesmen, the 
question of display, the distinction between 
good design and good style. By Willard 
E. Freeland. Bulletin of the Taylor So- 
ciety, December, 1928, p. 223:7. 


How and When Factory-Owned 
Stores Are Profitable 


Fixed costs when applied specifically to 
the shoe industry necessitated a steady out- 
put and demanded a constant market. Be- 
cause of many manufacturers and the fail- 
ure of retailers to stick to any one, direct 
selling resulted, then finally the factory- 
owned store. Today, they are under the 
direct control of a stores organization, in 
some cases merely a department of the 


company ; in others, a separate corporation, 
all stock being owned by the company. In 
still other cases, however, the retail or- 
ganization is actually a separate enterprise, 
with controlling shares held by the home 
company, and the rest in the hands of in- 
dividuals. By H.C. North. Sales Man- 
agement and Advertisers’ Weekly, Decem- 
ber 29, 1928, p. 774:4. 


What Is True Selling Cost? 


It has been estimated that misguided 
policies have cost the wool and worsted in- 
dustry, as a whole, about $30,000,000 in a 
single year. One of the reasons for this 
loss is listed as being the lack of really in- 
formative figures on selling cost. It is not 
because these figures do not exist, but 
simply that they exist only as lump figures. 
True selling cost is determined by discov- 
ering the ratio of dollars spent for selling 
to the total sales volume of each individual 
fabric. It is important for a mill to know 
these facts, as for example, a fabric cannot 
very well be closed out permanently, to re- 
duce costs, until it is definitely known 
whether the selling cost is too high to per- 
mit further manufacture; nor can the 
profitable fabrics be weeded out from the 
unprofitable unless true selling costs are 
known for each individual fabric. Editor. 
The Hunter Counselor, December, 1928, 
p. 1:3. 


Study Is Conducted of Grocery 
Problems 


Methods by which savings may be 
effected in the sale of groceries and prob- 
ably in the sale of other commodities also 
are expected to result from an experiment 
in the Louisville Laboratory reports Mr. 
J. W. Millard, Grocery Survey Director of 
the Division of Domestic Commerce. The 
survey being conducted includes all phases 
of the grocery business. The wholesaler 
enters the picture where it is discovered 
that 50 per cent of the orders netted 85 per 
cent of the business. In an effort to obtain 
that extra 15 per cent of business, whole- 
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salers spent as much as it cost them to sell 
the 85 per cent. Close records will be kept 
of sales in stores arranged, furnished and 
painted according to a model store pro- 
posed as an experiment. Associations of 
paint dealers and fixture equipment dealers 
are interested in the results and are helping 
in the survey by furnishing men, equipment 
and money. Every store is furnished a set 
of books in which exact figures will be kept 
for purposes of comparison and interpre- 
tation. U. S. Daily, January 10, 1929, pp. 
1 and 4. 


Value of Proximity to Markets 


A number of large firms have awakened 
in the last few years to the fact that 75 
per cent of their volume of business has 


Sales Promotion: 


“Enterprise” System Brings Big 
Results 

An individual enterprise plan for book- 
keeping machine salesmen, though costly 
to put in, has more than paid for itself 
according to M. S. Eylar, Vice President 
of the General Office Equipment Corpora- 
tion. A careful market analysis was made 
with the result that the plan adopted has 
increased sales, simplified the question of 
territory and has taken the mystery out of 
determining sales quotas. From an analysis 
of past performance it is apparent just how 
much business it is logical to expect an- 
nually from a concern of a certain classi- 
fication and capitalization. Multiply this 
figure by the number of accounts turned 
over to a salesman and his quota is reached 
at once. N. Y. Times, Dec. 30, 1928, p. 6N. 


Geographers Now Needed in Business 


If American enterprise is to fulfill its 
greatest possibilities and opportunities its 
business men and women must be able to 
plan their campaigns with an actual world 
picture in mind. They should be able to 
use “geographic television” at will. So 
says Dr. Helen M. Strong, Geographer of 


been concentrated in 33% per cent of the 
country or less. These concerns have since 
analyzed their sales costs and discovered 
that their costs of selling and distributing 
in certain parts of the country were three 
times what they were in others. Even a 
great soap-selling house has only 85 per 
cent distribution, and is one of those which, 
by selling direct and concentrating its ef- 
forts, has cut down its national coverage, 
It cares no longer for the mere pride of 
being everywhere on sale, and prefers 
profit rather than spectacular volume. It 
must be remembered that the distribution 
center of America has been moving west- 
ward rapidly, until today it is drawing 
close to the Mississippi. By J. George 
Frederick. Distribution Economy, Decem- 
ber, 1928, p. 51:2. 


Letters, House Organs, Advertising 


the U. S. Department of Commerce in de- 
scribing some of the services her depart- 
ment has _ performed. Seasonal and 
climatic information is especially necessary 
in planning an export campaign. New York 
Times, December 30, 1928, p. 6N. 


Airplane Assists Both Buyers and 
Salesmen 


One company has solved the transporta- 
tion problem by an interesting new adap- 
tation of the airplane. A like arrangement 
might be conducted in other parts of the 
country where transportation is presenting 
difficulties. The plan is as follows: 

A great deal of the business on the East- 
ern Shore of Maryland now goes to Phil- 
adelphia because of the time and trans- 
portation difficulties in shipping to Balti- 
more. One Baltimore department store 
has a fast truck leaving its building every 
day at 1:30 direct to the flying field of 
the Chesapeake Aircraft Corporation. 
There packages are transferred to a plane 
and delivered across the bay in eleven 
minutes. The Eastern Shore is served by 
a network of buses which distribute the 
packages so that goods ordered in the 
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morning can be delivered the same after- 
noon. Buyers are also transported across 
the bay and on any purchases of $50 or 
over the passage is refunded. This con- 
cern is getting additional customers and 
at the same time the purchasers of large 
orders are given an inducement to trade 
with the company. Business Sales Bulle- 
tin, Babson’s Reports, Nov. 5, 1928, p. 2:1. 


Enlisting Cooperation of Salesmen’s 
Wives and Families 

The plans and methods that have proved 
successful in actual practice are described. 
It is shown that various companies in rep- 
resentative lines of business are increasing 
sales by reaching the wives and families 
of salesmen. Report No. 280. The Dart- 
nell Corporation, 20 pages. 


We Tell Our Dealers: “Sell Our Goods 
At No Profit!” 


The Oshkosh Overall Company is trying 
to meet chain price competition by in- 
ducing its dealers to sell its nationally ad- 
vertised line of overalls on a_ no-profit 
basis. The purpose of this radical step is 
to enable the dealer to have an all-the-year 
sale; to enable-him to create in his store 
a perpetual price atmosphere similar to 
that had by the chains, and to free his 
store from the curse of the special sale. 
For several reasons the overalls are not 
to be sold at a lower price than that of the 
chains, one of which is that successful 
competition would require that the inde- 
pendent dealer actually give a greater 
value. Another reason is that he should 
buy goods wherein the quality element is 
stronger than the price element; the chains 
emphasize the price angle because it is the 
stronger of the two elements in their kind 
of merchandise. By C. E. Wittmack. 
Printers’ Ink, December 27, 1928, p. 3:5. 


Don’t Tell Your Dealers: “Sell Our 
Goods At No Profit!” 

A former small-town merchant believes 

that the Oshkosh Overall Company has 

established a dangerous precedent. His 


attitude toward their proposal is that so 
far as the manufacturer is concerned, the 
no-profit leader will simply lead to cut- 
throat competition. Eventually, he too will 
have to sell it at cost. For the dealer, the 
no-profit leader is simply an ineffectual 
form of advertising. To the consumer it 
offers no permanent advantage, as any 
article which is unprofitable both to maker 
and dealer, is going to deteriorate in 
quality. By John B. Whalley. Printers’ 
Ink, January 17, 1929, p. 108:4. 


The Display Manager’s Job 

The success or failure of a display man- 
ager depends on the degree of ability he 
brings to bear in co-ordinating his depart- 
ment with the other branches of store 
control. Some of the principal duties of a 
display manager are thus listed: 1. He 
should plan his windows in advance for the 
entire week. 2. Assist in all merchandising 
events. 3. Keep posted on all merchandise 
and arrange displays accordingly. 4. Se- 
cure originality and variety in all his dis- 
plays. 5. Keep a careful check on the 
department’s expense. 6. Watch the little 
details that mean so much in successful 
display work. 7. Handle efficiently the 
interior store displays. Do all exterior 
decorating that is required. Be able to 
create and design backgrounds for special 
occasions. 10. Set up stage settings for 
special style events. 11. Make the window 
appropriation go the farthest. 12. Be able 
to re-use display materials and properties. 
13. Purchase fixtures for windows and all 
departments, 14. Be able to handle diffi- 
cult assignments on very short notice. 15. 
Keep posted on styles. By Ernest A. 
Dench. The Manufacturing Jeweler, Janu- 
ary 17, 1929, p. 12:1. 


Showmanship in the Factory 
From the standpoint of the public, a fac- 
tory which has been made familiar by 
advertising, is a snectacle worth seeing. 
From that of the distributor, a visit to the 
factory is becoming increasingly important 
because it furnishes vital sales information 
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that helps the independents meet the riv- 
alry of chain competitors. To the indus- 
trial engineer and purchasing agent, a visit 
to factories making industrial products is 
a good method of checking up on pur- 
chases. The factory visit policies are 
discussed of such companies as Goodrich 
Rubber, American Rolling Mill, Dayton 
Rubber, Shredded Wheat, Western Clock, 
General Electric and Heinz. The first 
question which comes to the mind of the 
manufacturer is undoubtedly, “What 


Salesmen: 


How Gilbert Builds Sales with 
Demonstrations 


The A. C. Gilbert Company came to 
realize several years ago that clerks em- 
ployed only during the holidays could not 
adequately represent their toys to cus- 
tomers. The idea was conceived then of 
a sales force trained and paid salary and 
commission and placed in important stores 
over the country. By 1928 there were 
about 400 Gilbert trained clerks handling 
displays in stores over the country at 
Christmas as well as four displays in four 
key cities every day of the year. All the 
demonstrations and supplementary work 
begin about November Ist and run for 
eight weeks in the majority of cases. By 
H. L. Trisch. Printers’ Ink Monthly, 
January, 1929, p. 66:2. 


Our Experience in Finding Salesmen 
Who Stick and Succeed 


Experience has taught Yawman & Erbe 
that: 1. It does not pay to hire men just 
graduated from college. 2. Young single 
men prove more successful than young 
married men. 3. Previous selling experi- 
ence is not important. 4. Former go-get- 
ters and knock-’em-colds should not even 
be considered. 5. Salesmen should be hired 
in the territories where they will work. 
6. Six months’ probation is necessary be- 
fore formal training. By D. W. Duffield. 
Sales Management & Advertisers’ Weekly, 
Nov. 3, 1928, p. 288: 3. 


should we show the visitors and in what 
order?” Afterwards come such questions 
as: Under what department should the 
management of the trips come? How 
should people be registered? How should 
the guides be trained? How many trips 
a day should be made? How should visitors 
be followed up after they leave the plant? 
The ways in which these questions are 
answered in various companies are given 
in some detail. By E. B. Weiss, Printers’ 


~ Ink, January 3, 1929, p. 65:7. 


Selection, Training, Compensation 


An Executive Training Course 


The results of a course maintained for 
four years by the Research Bureau for 
Retail Training and five cooperating Pitts- 
burgh stores are described. The personnel 
of the group, with its bearing on gradua- 
tion from the course; the proportion of 
graduations to enrollments; the promotion 
among graduates and non-graduates; the 
chief causes which led members to drop 
out before finishing their work; and cer- 
tain suggestions for steadily raising the 
standard of the course are briefly presented. 
By Fredonia Jane Ringo. The Personnel 
Journal, Dec., 1928, p. 269:5. 


School for Managers Planned by 
Chain Group 


A school for executives will be one of 
the features of a new W. T. Grant store 
to be opened in New York. At this school 
all new men joining the organization with 
the idea of promotion to manager will re- 
ceive preliminary training. Part of their 
time also will be spent in one of the smaller 
stores which will serve as a laboratory, 
while a small portion of their time will be 
put in on the actual store floor as floor- 
men.* An entire store front will be made 
use of, the counters and windows of which 
will serve as laboratories in which the 





* Each class will be made up of about twenty 
men who will spend several weeks in the school 
— being assigned to other stores and 1egular 

uties. 
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students can work out problems discussed 
in the class room. The school is planned 
as a means of assuring the branch stores 
of trained men at all times. Advertising 
& Selling, December 12, 1928, p. 70. 


Appraising and Rating the Employment 
Record 


Too often the appraisal of an employ- 
ment record is littlke more than a snap 
judgment. The manual called “Selecting 
Salesmen” supplied to its managers by the 
Phoenix Mutual Life Insurance Company 
for their guidance and use in recommend- 
ing life insurance salesmen for employ- 
ment by the company helps to predict suc- 
cess or failure of an applicant. Personnel 
directors would do well to substitute a 
more reliable method of estimating the 
worth of an applicant than the prevailing 
opinions and guesses. Public Personnel 
Studies, November, 1928, p. 222: 7. 


Sponsor System Solves Employment 
Problems 


The educational director of the May 
Company (retail) describes how their 
sponsors help train new salespeople and 
keep labor turnover down. This relieves 
the buyers of a good deal of care and 
worry. A little book of instructions out- 
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lining the “Duties and Privileges of 
Sponsors,” classifies the duties: to the new 
employee, to the store and to the educa- 
tional department. Sponsors are only ap- 
pointed on the approval of the buyer and 
floor manager. Sponsorship acts as train- 
ing for more responsible work, for ex- 
ample, assistant buyerships. By Lillian E. 
Asher. Retail Ledger, January, 1929, p. 3. 


Why Good Salesmen Leave Good Jobs 


A definite knowledge of the causes of 
restlessness among salesmen can go far to- 
ward cutting down on the rate of turnover 
and at the same time decreasing the ex- 
cessive cost of replacing men. The two 
major reasons seem to be the desire for 
more money and the lack of enthusiasm 
for the present house. Salesmen must be 
kept eternally sold on their jobs and their 
house and you. Unless sales managers 
take a lively interest in the health, home 
conditions and private lives of their sales- 
men a gap will be opened up that only 
widens with the passing of time. A good 
salesman wants to know where he is 
headed. He is risking everything he has 
and deserves to know as much about the 
firm he is to work for as it does about him. 
By J. K. MacNeill. Printers’ Ink, Decem- 
ber 20, 1928, p. 3:5. 


Benefit Systems and Incentives: Bonus Plans, Vacations 


England Sends Guests 

Once a year the employees from Sel- 
fridge’s, London, are given an opportunity 
to make the trip to this country. They 
have a four weeks’ vacation with pay, and 
a gift of twenty-five pounds to use on the 
trip. Anyone who wishes to may come. 
Each pays his own expenses, though they 
receive special rates. Sparks, Sept., 1928, 
p. 5:1. 


Winter Vacations for Sales Persons 


After the Christmas sales season, many 
department stores permit certain employees 
to take winter vacations, a practice which 


has been growing during the past few 
years. The details of the plans are dif- 
ferent in different stores. One store in 
Boston gives employees who have been with 
the firm five or more years a week with pay 
soon after the first of the year. Employees 
who have been with the store ten years or 
more get two weeks. This has nothing 
to do with the customary two weeks with 
pay in the summer. 

The need for recuperation after the ner- 
vous and physical strain of the Christmas 
rush, the slack season between the first of 
the year and Easter, making the giving of 
winter vacations possible, the craze for 
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“winter sports” and the beneficial effect of 
outdoor exercise in the bracing winter air 
are excellent reasons for winter vacations 
both from the viewpoint of the store and 
of the employees. Retail stores which have 
not tried the winter vacation plan may find 


Buying, Receiving, Storing, Shipping 


Has Your Trade Association a Traffic 
Manager? 


The real achievement of an association’s 
traffic manager lies not only in saving 
money and cutting costs, but in more con- 
structive work. Quite often the association 
renders its best service in discouraging 
attempts of individuals to force from the 
carriers unreasonable reductions. Another 
constructive aim of the trade association is 
to bring about efficient shipping methods; 
better packing methods require long tests 
in the laboratory. Closely allied to this 
matter is that of packing the goods so as 
to discourage pilfering in transit and the 
reduction of claims for loss and damage. 
Another service is that of adjusting the 
minimum carload weight for the industry’s 
commodities. The railroads are as anxious 
to find the proper minimum as the shippers 
and in that attempt the association is the 
best bargainer. 

The trade association can do what the 
individual member seldom is able to do, 
as no novice can appear with credit to him- 
self or his cause before the state railroad 
commissions or the Interstate Commerce 
Commission, simply because he is unable 
to talk the jargon of traffic matters. By 
Albert Meredith. Advertising € Selling, 
November 28, 1928, p. 19:2. 


The High Cost of Buying 

As buying is being done in some lines to- 
day, business men are in the position of 
identifying inventory control as the sole 
source of profit. The desirable swing of 
the pendulum away from the lack of con- 
trol seen in 1920 is now reaching the other 
extreme, but it is having the same effect 





themselves somewhat compelled by those 
that have and there will probably be, there. 
fore, an increasing tendency to give vaca. 
tions at this time of the year. Babson’s 
Reports, Business Sales Bulletin, Decem- 
ber 3, 1928, p . 4:1. 


on the customer. So much publicity has 
been given to the increase in profits ob- 
tained by these merchants who have syc- 
ceeded in striking the natural economic 
balance between inventory control and 
sales, that small merchants are being in- 
fluenced to cut their stocks, considering this 
the thing called control. As a conse- 
quence buying expenses have increased tre- 
mendously. The wave of this cycle is now 
at its crest along the Eastern seaboard, 
The farther West one goes the less mer- 
chants seem to have misinterpreted the 
theories of inventory curtailment. By C, 
H. Handerson. Printers’ Ink Monthly, 
January, 1929, p. 29:4. 


Location and Function of Return Goods 
Division 

The distinction between shipping retail 
sales to customers and returning merchan- 
dise to wholesalers, manufacturers or other 
-endors should not be overlooked. One is 
a selling expense and the other a buying 
expense. Attention is called to the differ- 
ent kinds of shipments that the Return 
Goods Division will be called upon to 
make: freight, express, parcel post, motor 
truck, and local delivery. The system, 
layout, and equipment for handling re- 
turns are important. The duties of the 
personnel of this division will be to check 
the quantities shown on the debit or re- 
pair instruction against the merchandise to 
be returned, pack and mark the shipment, 
and deliver it to the shipping or delivery 
department. An example is given of a 
model plan for a return room. Bulletin 
No. 50. The Monarch Marking System 
Company. 2 pages. 
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Books Received 


The Executive and His Control of Men. 
By Enoch Burton Gowin. Macmillan, 
New York, 1915 and 1927. 349 pages. 


$2.00. 


Constructive Citizenship. By L. P. 
Jacks. Doubleday, Doran & Co., Gar- 
den City, N. Y., 1927. 300 pages. 
$2.00. 


Survey of Books for Executives 





Personnel and Labor Problems in the 
Packing Industry. By Arthur H. 
Carver. University of Chicago Press, 
Chicago, 1928. 226 pages. 

As it is intended for general adminis- 
trative and supervisory officers rather than 
for specialists in personnel work, this book 
will be of greatest use to such executives 
as are contemplating establishing a Per- 
sonnel Department within their organiza- 
tion and need to know what to expect of 
such a department. 

Although the title specifies the packing 
industry, only three chapters are exclu- 
sively devoted to this; as follows: 

“The Functions and Organization of a 
Modern Meat Packing Company;” “Or- 
ganization for Plant Operation;” and 
“Packing House Foremanship.” 

The principles involved in the remainder 
of the study are applicable in any Indus- 
trial Relations department. One cannot help 
feeling that personnel and labor manage- 
ment are the same whether found in the 
packing industry or elsewhere. 

The author’s wide experience in per- 
sonnel is shown in the soundness of his 
views on virtually all of the points dis- 
cussed. This is especially shown in the 
last chapter in the book—‘Education in 
Industry.” I feel the six listed oppor- 
tunities are worth while enumerating in 
this review, namely: 

1, Encouragement of employees to pur- 
sue educational evening courses in local 
educational institutions. This encourage- 
ment frequently includes some form of 
financial assistance, 


2. Arrangements with local schools and 
colleges to ‘conduct educational courses 
within industrial plants either during or 
after working hours. 

3. Arrangements with commercial 
agencies specializing in certain forms of 
industrial training to conduct courses for 
employees either by means of classes held 
at industrial plants or by the correspond- 
ence method. 

4. Similar arrangements with state vo- 
cational departments under the provisions 
of the Smith-Hughes Act. 

5. Organization by entire industries 
through their trade associations of spe- 
cialized schools of instruction at which the 
fundamentals of the industries concerned 
are taught both to prospective employees 
and to those already at work. 

6. Educational systems organized and 
administered by individual companies for 
the intensive training and broader educa- 
tion of the personnel in some or all phases 
of the business. These frequently pro- 
vide opportunities for instruction both in 
classes and by correspondence. 

Mr. Carver sets forth clearly the ad- 
vantages accruing to an organization from 
conducting its own classes, and also the 
great desirability of developing a substan- 
tial part of the text material from the 
practices and needs of the plant itself. 
“Such a course will usually require two 
full years for completion.” The necessity 
of excellent teachers, preferably the big 
men of the plant. “Objection may be made 
that such men cannot well be spared from 
their other duties, but teaching classes is a 
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big man’s job.” The management must be 
convinced of the fact that it is a “legitimate 
business activity of major importance” or 
it should not be undertaken. Mr. Carver 
has made a strong case for a training 
course within the organization. 

In the chapter “Maintenance of Physical 
Fitness” the author divides the subject into 
two divisions. First, maintaining health, 
and, second, prevention of accidents. In 
maintaining health, Mr. Carver does not 
believe that the expense of periodic ex- 
aminations is justified by the results. The 
statement is probably not intended to be 
dogmatic but it is opposed to the teaching 
of the medical profession, and our own 
experience in periodic examinations in in- 
dustry makes us agree with the physicians. 

Under Safety the author recommends 
analysis of accidents, safety committees, 
bulletins and posters, and rather decries 
safety campaigns, to all of which we 
agree but we feel that the real solution of 
accident prevention is the placing of the 
responsibility for safety upon the execu- 
tive force, that is, superintendents and 
foremen, and on this point the author did 
not touch. 

In discussing the development of per- 
sonnel work, the point of view is taken 
that fair and equitable industrial relations 
are not only virtuous but result in secur- 
ing maximum production at minimum cost 
—which is good business. 

The reasons why certain racial groups 
do not work well together because of an 
inherent dislike for each other and other 
psychological factors affecting workers in 
industry are presented. 

The possible functions of a Personnel 
Department are briefly described under the 
following headings: 

Employment of workers: Selection, 
Transfer and promotion; Personnel rec- 
ords: Qualification cards, Rating sheets; 
Development of men on the job; Labor 
turnover; Wages and salaries; Financial 
incentive plans: Manchester piece work, 
Taylor differential; Task and _ bonus; 
Bedaux. 





I believe the packing industry has been 
benefited by employee representation as 
much as any other industry. Mr. Caryer 
has well described this phase of personnel 
work, In addition, the matter of benefit 
and insurance, team work, with house 
organ, clubs, vacations, Company store, 
and stock purchase plans are all very well 
described and outlined, 

The questions at the end of each chapter 
help the reader to see a practical applica 
tion of the material. It would be interest. 
ing to me if the American Management 
Association would secure from several per- 
sonnel executives their answers to these 
questions. 

While the title of this book attracts the 
eyes of the man in the packing industry 
yet it is just as interesting and helpful to 
those in other lines of work. 

NELSon Rupp, 
Personnel Assistant to the President, 
The White Motor Company. 





Your Money’s Worth. By Stuart 
Chase and F. J. Schlink. The Mac- 
millan Company, New York, 1927. 
285 pages. 

In dealing almost entirely with the ques- 
tion of truth im advertising which is only 
a very small fraction of the question of the 
truth about advertising, this book is clever 
but it has missed the most important issues 
in the debate over advertising as “Adver- 
tising: Model 1928.” 

A great deal of information of real 
value to the consumer is presented in a very 
readable manner. A great deal of the mate- 
rial used in the book is taken from results 
of studies by the Bureau of Standards. 

In the summary it argues for a con- 
sumer’s organization and has a series of 
specific suggestions for consumers as to 
what is needed if the fake of some (or 
many?) advertisements is to be removed. 

Concerning the tremendously important 
questions of whether or not advertising has 
long since reached the stage of diminishing 
returns, whether or not the percentage sys- 
tem of compensating advertising agents is 
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sound, whether or not advertising is being 
placed by advertising managers and agen- 
cies where the advertising will bring the 
best results and the very important ques- 
tion of the proper place of advertising in 
the whole marketing and merchandising 
picture—on these we have not a word. 

The unfortunate thing about this book is 
that it is so cleverly written and so interest- 
ing that the net result in the long run will 
be to redirect attention to the question of 
truth in advertising and obscure for the 
time being the much more fundamental 
questions about advertising which have 
quite as important or even more important 
bearing on the consumer interest as the 
question of truth in advertising. 


W. J. Dona op. 





Modern Capitalism. By Henri Sée. 
Adelphi, New York, 1928. 225 pages. 


This English translation of Professor 
Sée’s volume Les origines du capitalisme 
moderne, which originally appeared in 
1926, is in many respects a second edition, 
for additional and supplementary materials, 
new references, and a somewhat fuller 
bibliography appear in this English edition. 

Professor Sée has created in this volume 
a fascinating survey of the rise of capital- 
ism. Its origins he finds in the commercial 
activities of the Mediterranean world; and 
he traces its spread over Europe and 
America through the channels of trade and 
finance, as no one has done before him. 
What he so aptly calls commercial capital- 
ism and financial capitalism were the neces- 
sary precursors of industrial capitalism, the 
third stage in the evolution of modern 
capitalism. Today we have a union of all 
three. 

Naturally, then, the greatest virtue of 
Professor Sée’s book, aside from its simple 
style, is his skill in picking out and assem- 
bling significant bits of evidence from an 
amazing variety of materials. Here his 
success bespeaks the unusual scholar. Pro- 
fessor Sée possesses an almost uncanny 
ability to pick essentials, to discard non- 
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essentials, and to draw significant conclu- 
sions. In these particulars, this essay is a 
masterly example of the historian’s art. 





Essentials of Cost Accounting. By L. 
Cleveland Amidon and Theodore 
Lang. Ronald Press, N. Y., 1928. 
383 pages. $4.50. 


The reviewer of “Essentials of Cost Ac- 
counting” questions very much whether he 
is the proper person for the job, because 
he realizes very fully that he has strong 
prejudices (which he believes, however, are 
justified) against certain kinds of cost ac- 
counting, which the authors, instead of 
damning heartily, have apparently endorsed 
in their book. 

It is not to be anticipated that Mr. H. L. 
Mencken for instance would write a sym- 
pathetic or unprejudiced review of a book 
written by a pronounced fundamentalist, 
and as an ardent “standard coster” the re- 
viewer can hardly be expected to deal very 
tenderly with the endorsement of job- 
order costs given in “Essentials of Cost 
Accounting.” The reader considering the 
review which follows, therefore, should 
bear in mind that the reviewer has his 
own prejudices as regards cost accounting 
technique. 

The statement has often been made that 
college professors are not practical people 
—‘“Essentials of Cost Accounting” proves 
otherwise, if we accept the dictum of Lord 
Beaconsfield that “The practical man is he 
who continues to repeat the mistakes of 
his fore-fathers.” This book represents 
probably one of the clearest expositions 
of a certain kind of cost accounting tech- 
nique ever written—it is a technique, how- 
ever, which the most progressive of busi- 
ness men have abandoned. The purpose 
of the book is stated in the preface as be- 
ing “to inculcate in the student the funda- 
mentals of the subject, and to create the 
necessary background he will later need 
when he becomes engaged in practice in 
the cost acounting field.” The book, how- 
ever, is all background and no foreground 
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and it is to be feared that the accounting 
graduate who relies upon the information 
in this book to fit him to engage in prac- 
tice in the cost accounting field will find 
himself very much in the position of an 
engineering student who anticipates taking 
a major part in automobile engineering 
practice equipped only with an exhaustive 
acquaintance with that sterling work “the 
velocipede, how to make and operate it.” 

In his recent book “American Prosperity 
—Its Causes and Consequences,” Paul M. 
Mazur, the banker, states: 

“Tt is in the practical workshop of 
American economics and not in the aca- 
demic laboratory that the analysis of busi- 
ness can best be made.” 

In these words Mr. Mazur strikes the 
keynote of what is wrong with our col- 
leges, considered from the standpoint of 
equipping our sons to meet the problems 
of practical business. Seven professors, 
according to the preface, contributed to 
the writing of this book and yet it is safe 
to say that if the methods there described 
were presented to a body of practical cost 
men as, for instance, a national convention 
of the National Association of Cost Ac- 
countants, they would be received with 
pained surprise. 

This book strikes a discordant note in 
the preface where it is stated: 

“The authors have also striven for a 
clear differentiation between the art and 
technique of cost accounting and the man- 
agerial uses of costs. Believing that com- 
bining the two in an introductory treatise 
leads to confusion in the reader’s mind, 
they have made it one of their principal 
objects to prepare a volume that would 
deal, first and foremost, with the account- 
ing procedure and give only a minimum 
amount of attention to the management 
aspects of costs.” 

Regarding the policy of the authors thus 
expressed it might be suggested that de- 
spite the danger of confusing the students’ 
minds by so-doing, in view of the fact 
that the only purpose of cost accounting 
is to aid the management in the conduct 


of business it would seem of primary im. 
portance to give the student a very clear 
and definite idea of the use that the man. 
agement is expected to make of the jn. 
formation which the cost system is de 
signed to furnish. 

Except as regards the highly sketchy anq 
incidental treatment of standard costs ip 
chapter 19 and estimated costs in chapter 
17, the book deals exclusively with that 
form of cost accounting, the scope of 
which is confined to compiling cost data 
after the event. The main emphasis js 
laid on what is known as job-order cost 
acounting, which the authors describe as 
follows: 

“When the job cost method is employed, 
a separate account is opened in a special 
ledger known as a cost ledger for each pro- 
duction job or order issued. The ma- 
terials, labor, and manufacturing expenses 
which apply to the order are shown on the 
cost sheet, so that the total cost of the 
goods called for on the order can be ascer- 
tained from the cost ledger account when 
the production order is completed, The 
production order method is frequently used 
if the articles turned out can be readily 
segregated and easily identified. This type 
of system may be employed in plants that 
manufacture automobiles, machine tools, 
furniture, etc.” 

As special mention is made of the suit- 
ability of this job-order method of cost 
accounting to meet the needs of the auto- 
mobile manufacturer it would be inter- 
esting to learn if there is any such manv- 
facturer operating a cost system today 
along the lines described. The reviewer 
cannot speak with authority on this point 
but he 4oes know that Rolls-Royce, Ltd, 
of England, abandoned this method of cost 
accounting in 1922 and he imagines that a 
plan which was regarded by a British 
manufacturer six years ago as being out 
of date would hardly be considered by the 
American automobile manufacturers of to 
day as being suitable to meet the needs 
of management, One thing is certain, how- 
ever, and that is that if there is any auto 
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mobile manufacturer operating a job-order 
cost system along the lines described in 
“Essentials of Cost Accounting” he could 
yery easily eliminate 75 per cent of his cost 
accounting expense and increase the value 
of the cost information produced by in- 
stalling a modern standard cost system to 
take the place of the job-order plan. 

In steering clear of “the managerial uses 
of costs” the authors very wisely kept them- 
selves out of some very deep water. For 
considered from this aspect the job-order 
cost plan is so absurdly inadequate to meet 
the needs of modern management that any 
detailed exposition of its use as an aid to 
management would certainly disclose its 
futility considered from this angle. 

Some brief notes, however, are given on 
pages 6 and 7, as to managerial uses of 
cost. Seven needs of management which 
are met by cost accounting are listed. 
Number 5 reads as follows: 

“It makes available such records as will 
reduce costs, increase production and serve 
as a basis independent of the judgment of 
foremen in rewarding the efficient and in 
developing the promising but inefficient.” 

Every book on job-order cost account- 
ing makes the claim that this method of 
cost accounting is of supreme value as a 
means of reducing costs, whereas as a mat- 
ter of fact the most serious defect of the 
job-order cost plan is that it fails most 
utterly and dismally to achieve what should 
be the primary purpose of any cost system, 
namely: “To bring promptly to the at- 
tention of the management the existence 
of preventable inefficiencies so that steps 
can be taken to e.iminate these at the 
eailiest possible moment. Ever since the 
first job-order cost system was introduced 
plant managers have made desperate ef- 
forts to use the cost system as an aid to 
reducing cost by the elimination of ineffi- 
ciencies. The procedure followed would 
be along these lines: A certain batch of 
machines, say of agricultural implements, 
would show an increase in cost as com- 
pared with that of a previous order and 
the superintendent would send for the chief 


co.t clerk and ask him to prepare a state- 
ment showing the reasons for such in- 
crease. This was a request which took 
all the joy of life out of the chief cost 
clerk and his assistants and well it might 
for he and his cohorts were faced with a 
task which might well be described as that 
of unscrambling an omelet. But the thing 
had to be done so they would take their 
coats off, call their wives on the ‘phone and 
tell them to cancel all evening dates for a 
week or so to come, and go to it. The 
first step was to compare the cost of the 
various parts entering into the machines 
with the previous cost of such parts. In 
those cases where the cost of the parts 
used in the last machine or batch of ma- 
chines was aproximately the same as the 
cost of these parts on the previous batch 
of machines the cost clerk would pass up 
these costs, though in so doing he might 
overlook serious inefficiencies, due to the 
fact that these had been offset by the 
elimination of previous inefficiencies and 
consequently the total cost of the part re- 
mained approximately the same as before. 
This, however, was none of the cost ac- 
countant’s business—the superintendent had 
asked for the reason for an increase in 
cost as compared with the previous cost 
and this was trouble enough without 
adding to it. 

In those cases where the cost of a part 
was in excess of the cost charged to the 
previous machine cost, it was necessary to 
turn to the cost of parts cards and make a 
detailed analysis of the differences. This 
was complicated by the fact that the aver- 
age cost of parts was used in charging as- 
semblies so that the price charged for a 
part would reflect the cost of parts manu- 
factured over a period of several months. 
The cost clerk would overcome this little 
obstacle as best he could and would then 
compare the costs of the individual parts 
cards operation by operation. The bur- 
den costs in the different months would 
fluctuate widely due to fluctuations in ex- 
pense and volume,—the last time the part 
was made, for instance, the forge shop 
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was not very busy so the burden rate of 
the department was increased. The manu- 
facture of some parts, however, would 
spread over several months with different 
burden rates for each month. All of this 
added to the pleasure of the investigation. 


Some cases would turn up which showed 
that the labor cost on an operation was 
in excess of that for the same operation 
when performed previously say two months 
before. And how delighted the foremen 
were to see the cost clerk coming into 
their departments with a sheaf of papers 
and some such remark as “Oh, Henry, the 
old man wants to know how it was that 
operation number blank on part number 
blank cost fifty cents more when you did 
it five weeks ago than it did when you did 
it the previous time eight weeks ago.” Is 
it little wonder that many foremen have a 
prejudice against cost clerks and cost 
systems ? 

After a few investigations of this kind 
the superintendent usually loses interest 
in obtaining data from an analysis of the 
detailed costs and the work of the cost 
department becomes a mere matter of per- 
functory routine resulting in the prepara- 
tion of reports of which little use is made. 


The serious disadvantages of the job- 
order cost plan may be summarized as 
follows: 


1. Delay in furnishing information. 
Cost figures are only obtained for each 
batch of parts some time after the end 
of the month in which the job was re- 
ported as completed. This means in some 
cases that the cost figures would not be 
available until six weeks or more after the 
job is done. 


2. There being no standards the only 
method of using the cost data as a means 
of showing up inefficiencies is to compare 
the cost of each operation on one batch of 
parts with the cost of the same operation 
on previous batches of the same part, there 
being no way of determining usually 
whether the previous costs are unduly high 
or not. 


3. There is no means provided for bring. 
ing to a focus the tremendous volume of 
detail information which is compiled 
that it is a practical impossibility for the 
factory management to make use of it, 

4. The cost of operating the system js 
excessive—it demands numerous clerks jn 
the cost department and requires much 
unnecessary accounting work to be per- 
formed by the factory operators or shop 
clerks. 

Seventeen pages of the book are de. 
voted in chapter 19 to the subject of 
standard costs but obviously the authors 
are not familiar with recent standard cost 
methods, and simply regard a standard 
cost system as one in which standards are 
superimposed on a job-order cost plan; 
as they state on page 270, “standard costs 
are merely an appendage, so to speak, to 
either job-order or process costs.” One 
of the outstanding shortcomings of the 
job-order cost plan is the tremendous 
amount of work involved in the recording 
of actual costs but under the standard cost 
plan described in chapter 19 to this la- 
borious work is added the additional work 
of figuring the standard cost of the pro- 
duction. As is stated on page 277, “the 
time tickets on being sent to the factory 
office are priced by the payroll division 
at the actual costs and entered on the 
payrolls in the usual manner. The cost 
department then enters the standard costs 
on them and posts the tickets to the cost 
sheets at both the actual and the standard 
costs.” Obviously the authors are ob- 
sessed by the idea that it is necessary to 
be able to secure the actual costs of every 
operation on every part each time the part 
is made. They entirely overlook the real 
significance of information regarding cost 
variations. There are in every plant two 
kinds of cost variations, the characteris- 
tics of which will be indicated if they are 
referred to respectively as “fixed” and “ac- 
cidental”—that is fixed and accidental as 
between products. Every product differs 
from every other product in some respects 
—in the kind of material used, in the quan- 
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tity of material used, and in the manufac- 
turing operations involved in its produc- 
tion. These differences bring about the 
fixed variations in cost. Beyond these 
there are accidental variations, due to ma- 
chine conditions, labor turnover, the effi- 
ciency of individuals, unusual weather, 
breakdowns, etc., these variations being 
purely accidental as between products. 

Now it is one of the decided disadvan- 
tages of job-order costs that they fail to 
distinguish between fixed and accidental 
variations and permit accidental variations 
to distort the cost of individual products 
and thus provide misleading information. 
Under the standard cost plan described in 
chapter 19 the authors apparently consider 
it of vital importance to secure informa- 
tion regarding the effect of accidental vari- 
ations as regards individual products, 
which resolves itself into performing a 
terrific amount of clerical work to secure 
information of no practical value. It has 
been repeatedly shown that in the average 
plant by eliminating job-order costs it is 
possible to reduce the accounting expense 
at least 50 per cent. The authors of “Es- 
sentials of Cost Acounting,’ however, not 
only retain the job-order cost system with 
its elaborate and meaningless detail but 
add to this the additional work required to 
compare the unnecessary detailed costs 
with standards. It is to be doubted 
whether the authors of the book ever in- 
spected a modern standard cost plan. 

On page 7 the following statement is 
made: “To summarize, cost accounting 
furnishes a great mass of detailed infor- 
mation by costing the product at each step 
of the manufacturing process.” One of 
the primary objects of standard cost ac- 
counting was to eliminate the necessity of 
securing this “great mass of detailed in- 
formation,” which incidentally is useless 
for all practical purposes. The standard 
cost plan described in “Essentials of Cost 
Acounting” demands that this great mass 
of detailed information be retained and 
thereby loses one of the main advantages 
of the standard cost idea. 


It is unfortunate that most of those who 
are actively engaged on the firing line of 
business are too busy to be able to write 
books explanatory of the cost methods 
used by leaders in the field of industry. 
Professors of accounting have the time to 
write books, most of which, however, rep- 
resent rehashes of what other accounting 
professors have already written. It would 
be an excellent idea when a professor of 
accounting feels the urge to write a book 
on cost accounting, if before getting out 
the old Corona he would first pay a visit 
to some modern manufacturing establish- 
ment which uses up-to-date cost methods 
and learn the vital difference between mod- 
ern practice and ancient theory. 

G. CHARTER Harrison, 
Chicago Partner of the firm of 
Stevenson, Harrison & Jordan. 


Industrial Explorers. By Maurice Hol- 
land. Harper & Bros., New York, 
1928. 347 pages. $3.00. 


One in a while one finds a book which 
one starts on the train in Boston and reads 
all the way to New York, disregarding 
dinner and naps, and then on into the 
night until it is finished. Such is Maurice 
Holland’s “Industrial Explorers.” Mr. 
Holland who is the Director of the Divi- 
sion of Engineering and Industrial Re- 
search of the National Research Council 
has had fine opportunities for knowing the 
nineteen leaders in industrial research 
around whom he groups his chapters, and 
the others who are associated in the work. 
He outlines in his preface and the first 
chapter, “New Industrial Frontiers” the 
type of work which master explorers are 
doing and the industries into which it ex- 
tends. Then he takes up the leaders, as 
typical of groups of men in their work. 
Each chapter is faced by an autographed 
photograph of the man it presents. The 
chapter headings themselves embody in 
catch phrases the interesting and signi- 
ficant thing in the work of the man, or of 
his school. 
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There is no attempt even to sketch the 
whole life of the man in all of its aspects, 
save only such things as bear upon his 
leadership in research. The likenesses be- 
tween these different men in training, in 
attitudes toward their work and in work 
methods are most interestingly demon- 
strated as are also the individual differ- 
ences which make each one a real person- 
ality. 

To the reader interested primarily in 
management, the significant thing is that 
every one of these men has learned not 
only mastery of his material and his tech- 
niques, but of the people who work with 
him and of himself. One lays the book 
aside feeling=that it deserves a more care- 
ful re-reading but carrying even from the 
first rapid survey that same stimulus which 
one gets through actual personal contact 
with an explorer in any field. 

Lruran M. Gitsretu, President, 
Gilbreth, Inc. 





What About Advertising? By Ken- 
neth M. Goode and Harford Powel, 
Jr. Harper & Bros. New York, 
i927. 399 pages. 

Just often enough to make it an event 
one runs across a book on business which 
is not only informing but highly entertain- 
ing. Goode and Powel’s book on “What 
About Advertising?” is such an event. 
Among the many books on this subject, 
this is by far the most enjoyable. It pre- 
sents a wealth of facts and ideas with all 
the dramatic skill of a three ring circus 
plus a side show operating at full tilt. It 
is the kind of a book which the reader can 
open at any page with the assurance of 
finding something both amusing and profit- 
able. 

A few quotations from the book itself 
will reveal its flavor much better than a 
critical dissection of its contents. 

“Human nature loves to do war dances 
and to express itself in print. In even the 
dullest business, advertising offers man a 
legitimate field, consciously or uncon- 
sciously, to enjoy these primitive impulses. 


“Eliminate absolutely this element of 
personal and commercial vanity, and per- 
haps a third of your highest-priced adver. 
tising would gradually fade from sight, 

“The too-scientific approach to advertis- 
ing defeats itself. Simplicity—easy to see, 
easy to say, easy to remember—is our one 
most needed virtue. 

“Inclusion of obvious details is the sure 
sign of an incompetent writer. 

“Keeping the name before the public may 
be good business, but it is a whole lot less 
than good advertising. When the right 
appeal reaches the right man at the right 
moment, it needs no repetition. 


“Like most of the apparatus prepared in 
pyschological laboratories and graduate 
schools of business, the expert’s handling 
of human motives is still much too cum- 
brous for the daily hurly-burly of profes- 
sional advertising life.” 


Anyone who looks in this book for a 
logical development of the various phases 
of advertising will be disappointed. This 
book can be read just as well backward as 
forward. Nevertheless, it has the superior 
logic of a definite point of view. This point 
of view, in so far as the reviewer can 
define it, is that advertising must be ex- 
ecuted so as to get immediate results: and 
that the value of advertising must be judged 
by the concrete results which it brings. 
The authors gaily ridicule all “highfalutin” 
theories about institutional and prestige ad- 
vertising which is calculated only to create 
that delicate aura sometimes referred to as 
good will. Advertising which does not 
bring almost immediate results is in their 
opinion a waste of money. They regard 
with abhorrence the thought of shooting an 
advertising arrow into the air with the 
hope that at some distant future it will 
bring to earth some desirable game. 

The business man who would like to cut 
his advertising budget in half or to double 
the effectiveness of his present advertising 
budget should read this book. 

Henry C. Link, 
Gimbel Brothers. 





